Throughout the piece, she cites the importance of forecasts based on emerging information about the product,* market conditions and the competitive landscape. We hope that each of you will be able to draw the appropriate link to your own industry and situation.
experience, forecasting revenue can be the most challenging task of the three for managers at all levels of an organization.
Whether it's a new product utilizing new technologies or a product line extension, developing trustworthy information from a broad range of internal and external sources is a necessity.
The importance of thorough, wellgrounded revenue forecasts cannot be underestimated. Critical issues that depend on these numbers include:
• R&D prioritization Throughout the piece, she cites the importance of forecasts based on emerging information about the product,* market conditions and the competitive landscape. We hope that each of you will be able to draw the appropriate link to your own industry and situation.
Revenue Forecasting Model
The L.E.K. approach to forecasting product revenues looks deceptively simple:
However, this basic formula raises complex questions, including these:
• Are all customers the same? If not, how should they be segmented?
• How will the customer base change over time?
• What percentage of the customer base is currently underpenetrated?
• What market share can be expected? • What should be assumed for product price? How do price changes impact the likely market share?
• How quickly will the product sales "ramp up"? When and why might sales flatten or decline?
• How will changes in product features and benefits affect projected sales?
To demonstrate how L.E.K. addresses these questions, we will elaborate on the process and the issues considered in each of the elements of the formula.
The first factor in developing a forecast revenue model requires a determination of the customer base, or number of potential customers for your product. This can be achieved by first discerning whether prevalence or incidence best fits the product's sales volume profile.
Prevalence, the total number of potential customers at any one point in time, is the appropriate choice if the product will be purchased by the same customer on a This created a market base we now take for granted. As the graph to the right shows, the market growth enabled third and fourth market products to enjoy similar or greater sales than the first product to market.
Estimating both the peak penetration, the maximum percentage of the customer base ever using any product, and the time it will take to achieve such penetration are key facets of predicting product revenue.
To establish these estimates,the catalysts of penetration must be identified. The three-step process that L.E.K. has developed to determine this market share percentage is as follows:
Step One: Estimating your product's peak market share.
The first step in estimating your product's Pricing is critical when estimating market share. However, price is not always the most important attribute. In the antiinfluenza comparison example below, Relenza had a lower price point, but it was Tamiflu's formulation and improved efficacy that proved to be the key determinants of relative product share in that market.
Step Two: Estimating ramp-up to your product's peak share.
The second step is to estimate how quickly your product sales are likely to ramp up to peak market share. The rate of uptake by customers is often driven by factors over and above the ability of the new product to address currently unmet needs. Key questions to consider include these:
• Do customers recognize that they have a need or an unmet need?
• Does the product require a customer to significantly change behavior?
• Will the product create other costs or complications for the customer?
• Does the product purchase process fit with customers' current buying processes?
• Does the purchasing decision maker have a budget for the product?
• Are the product's technology standards being universally adopted?
Estimates of ramp-up will also be influenced by how the competition reacts to your introduction. They can initiate 
